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OATH OR AFFIRMATION

I, Jasna Penich , swear (or attirm) that, to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

PMB Securities Corp. , asof

December 31 , 2003 , are true and correct. I further swear (or affinm) that neither

the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account classified

soley as that of a customer, except as follows:

m/

signature

Financial & Operational Principal
Title

J/W gl

tary Plublic

This report ** contains (Check all applicable boxes)

(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income {Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(k) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(1) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

(i) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-3 and the -
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

() An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.

O0H 0 HHHEOMEHEHA

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).



CALIFORNIA ALL-PURPOSE ACKNOWLEDGMENT

LAY AV AT ARV AT AV AT RI AUV AV B VA A VB YA AR Y S VO A S VA A A S S A A AV A A S A

& State of California D)
@ County of __{{, Jﬂmqﬁ . 5
¢ 4 5
On ﬁg“‘{%"{ Ab 2909 _betore m@WﬂD % /0 e
;\:- Date 7 > ) Nafne and Title of Officer (eg.. “Jane Doe,N&ary Public™) J :23
personally appeared £ (B2 Iz , %
%’ v v Name(s) ot Signer(s) »2
(} personally known to me 9
(‘z Ol proved to me on the basis of satisfactory %
(ﬁz evidence A
@ to be the person{g) whose name¢s) is/ese ),}
S subscribed to the within instrument and o)
& acknowledged to me that he/she/they executed )
g _ Commission # 1394873 the same in histher/their  authorized ",;)3
& SO Notary Public - Callfornia capacitytes), and that by his/her/their )
@ 7 T signature(sy on the instrument the person{s), or 2
Q’ the entity upon behalf of which the persontsy §)§

acted, executed the instrument.

2 WITNESS #iy hand an%l seal. / p '9'),

4| i
.g;' Pignature of Notary Public 7

& OPTIONAL, 2

[ Though the information below is not required by law, it may prove valuable to persons relying on the document and could prevent ’?)
@ fraudulent removal and reattachment of this form to another document. ’.)j
% Description of Attached Document ,é
@Q Title or Type of Document: 3
g‘; %)
o :(‘
% Document Date: Number of Pages: )
& %
{c‘;é Signer(s) Other Than Named Above: "ﬁ
3 e
| % Capacity(ies) Claimed by Signer §
5 i
& Signer's Name: RIGHT THUMBPRINT 5
2 OF SIGNER %
& I Individual Top of thumb here .5.]
« [ Corporate Officer — Title(s): , o)
@ D) Partner — [J Limited [J General ol
@ 0 Attorney-in-Fact o)
& O Trustee 5
& O Guardian or Conservator By

T Other: {)-

Signer Is Representing: 5

.0, Box 24

© 1999 National Notary Association » 9350 Oe Soto Ave., F. 2402 » Chatsworth, CA 91313-2402 « www.nationalnotary.org Prod. No. 5907 Reorder: Cali Toil-Free 1-800-876-6827




CONTENTS

Report of Independent Certified Public Accountants

Financial Statements
Statements of Financial Conditon
Statements of Operatons
Statement of Stockholder’s Equity
Statements of Cash Flows

Notes to Financial Statements

Supplementary Information

SCHEDULE I - Computation of Net Capital under Rule 15¢3-1 of the Securides and
Exchange Commission

Report of Independent Certified Public Accountants on Internal Control Required by
Rule 17a-5 of the Securities and Exchange Commission

Page

13

15



Grant Thornton &

Accountants and Business Advisors

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
PMB Securities Corporation

We have audited the accompanying statements of financial condition of PMB Securides Corporaton as of
December 31, 2003 and 2002, and the related statements of operations, stockholder’s equity, and cash
flows for the year ended December 31, 2003, and the period from June 11, 2002 (commencement of
operations) to December 31, 2002, that you are filing pursuant to Rule 17a-5 under the Securites
Exchange Act of 1934, These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as
evaluadng the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all matenal respects, the
financial posidon of PMB Securities Cotporation as of December 31, 2003 and 2002, and the results of its
operations and its cash flows for the year ended December 31, 2003, and the period from June 11, 2002
(commencement of operations) to December 31, 2002, in conformity with accounting principles generally
accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained in Schedule 1 is presented for purposes of additional analysis and is
not a required part of the basic financial statements, but is supplementary information required by Rule
17a-5 under the Securides Exchange Act of 1934. Such information has been subjected to the audiung
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relaton to the basic financial statements taken as a whole.

Lt Tt L2

Irvine, California

February 16, 2004

Suite 300

1000 Wilshire Blvd.

Los Angeles, CA 90017-2464
T 213.627.1717

F 2136246793

W www.grantthornton.com



PMB Securities Corporation

STATEMENTS OF FINANCIAL CONDITION

December 31,

ASSETS

Cash and cash equivalents

Prepaid expenses

Deposits

Property and equipment, net

Other assets

LIABILITIES AND STOCKHOLDER’S EQUITY

Accounts payable and accrued habilities

Commitments and contingencies

Stockholder’s equity
Common stock; no par value; 100,000 shares
authorized; 2,500 shares issued and outstanding
Accumulated deficit

The accompanying notes are an integral part of these statements.
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2003 2002
$ 226793 $ 454,339
54,229 8,649
26,223 25,580
72,347 15,447
3,518 ;
$ 383110 _$ 504,015
$ 21,000 § 5209
900,000 650,000
(537,890) (151,194
362,110 498 806
$ 383110 § 504,015




Revenues

PMB Securites Corporation

STATEMENTS OF OPERATIONS

Commissions on securities transactions

Interest income

Referral fee income

Total

Expenses

revenues

Employee compensation and benefits

Data processing
Occupancy

Professional fees
General and administrative

Total

expenses

Loss before income taxes

Income tax benefit

NET

LOSS

Period from
June 11, 2002
(commencement of

Year ended operations) to
December 31, December 31,
2003 2002

$ 256,121 $ 1,586

9,498 4,517

- 8,895

265,619 14,998

515,771 127,711

41,698 12,354

205,286 5,699

21,099 25,116

132,832 29,850

916,686 200,730

{(651,067) (185,732)

(264,371) (105,228)

8 (386,696) ) (80,504)

The accompanying notes are an integral part of these statements.
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PMB Securities Corporation

STATEMENT OF STOCKHOLDER'’S EQUITY

Period from June 11, 2002 (commencement of operations) to December 31, 2003

Balances at June 11, 2002 commencement of
operagons

Capital contributions

Net loss

Balances at December 31, 2002
Capital contribution

Net loss

Balances at December 31, 2003

Common Stock Total
Shares Accumulated  Stockholder's
Qutstanding Amount deficit Equity

2500 $ 25000 8 (70,690) $  (45,690)

- 625,000 - 625,000
- - (80,504) {80,504)

2,500 650,000 (151,194) 498,806

- 250,000 - 250,000

- - (386,696) {386,696)

2,500 § 900,000 § (537,890) § 362,110

The accompanying notes are an integral part of this statement.
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PMB Securities Corporation

STATEMENTS OF CASH FLOWS
Period from
June 11, 2002
{commencement of
Year ended operations) to
December 31, December 31,
2003 2002
Cash flows from operating activities:
Net loss $ (386,696) 3 (80,504)
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation and amortization 44,760 2,579
Changes in assets and liability accounts
Increase in prepaid expenses (45,580) (8,649)
Increase in deposits (643) (25,580)
Increase in other assets (3,518) -
Increase in accounts payable and accrued liabilities 15,791 5,209
Net cash used in operating activides (375,886) (106,945)
Cash flows from investing activities:
Purchases of property and equipment (101,660} (18,026)
Cash flows from financing activities:
Preopening costs - (70,690)
Proceeds from issuance of common stock - 25,000
Capital contribution 250,000 625,000
Net cash provided by financing activides 250,000 579,310
Net (decrease) increase in cash and cash equivalents (227,546) 454,339
Cash and cash equivalents at beginning of period 454,339 -
Cash and cash equivalents at end of period $ 226,793 b 454 339

The accompanying notes are an integral part of these statements.
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PMB Securites Corporation
NOTES TO FINANCIAL STATEMENTS

December 31, 2003 and 2002

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of Business

PMB Securities Corporation (the “Company”) was incorporated in October 2001 under the laws of
the state of California. The Company is a wholly-owned subsidiary of Pacific Mercantile Bancorp
(the “Parent”)

The Company is an introducing broker dealer registered with the Securities and Exchange
Commission (“SEC”) and is a member of the National Association of Securities Dealers, Inc.
(“NASD”). All transactons on behalf of customers are cleared on a fully disclosed basis with a
clearing broker.

Concentration of Credit Risk

The majority of the Company’s customers are residents of the State of California. The
concentration of customers in California increases the risk that any adverse economic or other
developments that may occur in California may adversely affect the Company’s results of operations
or financial condition.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash on hand; cash in checking and money market accounts.

Property and Equipment

Property and equipment is stated at cost. Depreciation and amortization is computed using the
straight-line method over the estimated useful lives of the assets. The estimated useful lives of all
fixed assets are estimated to be two years.



PMB Securites Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2003 and 2002

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Revenue Recognition

Commissions on securities transactions and related clearing expenses are recorded on a trade-date
basis as securities transactions occur. Interest income is recognized on money market accounts as
earned. Referral fee income arising from investment advisory services is recognized, as the services
are performed pursuant to customer arrangements.

Income Taxes

Pacific Mercantile Bancorp and its subsidiaries, including the Company, have elected to file
consolidated federal and combined state income and franchise tax returns. Current income taxes
(benefits) are based on the year’s taxable income (loss) for federal and state income tax reporting

purposes.
Derivatves and Hedging

The Company does not engage in derivative or hedging activities.

Fair Value of Financial Instruments

The Company’s financial instruments, including cash and cash equivalents, accounts payable and

accrued habilities are carried at cost, which approximates fair value, due to the relatively short
maturity of these instruments.

NOTE B - CONCENTRATION OF CREDIT RISK

As of December 31, 2003 and 2002, the Company has checking and money market funds on hand in
financial institutions which exceed depositor's insurance provided by the applicable guaranty agency
by $126,343 and $294,289, respectively.



PMB Securities Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2003 and 2002

NOTE C - CLEARING AGREEMENTS AND COMMISSIONS RECEIVABLE

On May 24, 2002, the Company entered into a clearing agreement with First Southwest Company
(“First Southwest”), whereby First Southwest acts as a clearing broker providing various services on
behalf of the Company’s customers. These services include execution of orders, preparation of
confirmations and reports of activity and settlement of contracts and transactions in securities as well
as providing all cashiering functions and constructing and maintaining all prescribed books and
records. On a monthly basis, First Southwest remits commissions earned by the Company on
secutities transactions with customers net of chatges for floor brokerage and clearance fees.

In connection with this clearing agreement, the Company 1s required to maintain a minimum interest
bearing security deposit of $25,000 with First Southwest which is included in deposits at December
31, 2003 and 2002.

NOTE D - PROPERTY AND EQUIPMENT

Property and equipment consists of the following at December 31:

2003 2002
Computer equipment and software $ 49,172 $18,026
Furniture and equipment 70,514 -
119,686 18,026
Less accumulated depreciation and amortization (47,339) (2,579)
3 72,347 $15,447

Depreciation and amortization expense totaled $44,760 and $2,579 for the year ended December 31,
2003 and the period from June 11, 2002 to December 2002, respectively.

NOTE E - COMMITMENTS AND CONTINGENCIES

The Company’s commitments and contingencies include the usual obligations of a registered broker-
dealer in the normal course of business. In the opinion of management, such matters are not
expected to have a material adverse effect on the Company’s financial position or results of
operations.
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PMB Securities Corporation
NOTES TO FINANCIAL STATEMENTS - CONTINUED

December 31, 2003 and 2002

NOTE F - RELATED PARTY TRANSACTIONS

The Company paid the parent company, Pacific Mercantile Bancorp $127,790 for rent paid on its
behalf for the twelve-month period ended December 31, 2003 and $3,000 for the seven-month
period ended December 31, 2002. The Company reimbursed the parent company for all other direct
expenses paid on its behalf.

The parent company, Pacific Mercantle Bancorp made a cash contribution of additional capital in
the amount of $250,000 to PMB Securities Corporation on October 21, 2003.

NOTE G - NET CAPITAL REQUIREMENT

As a registered broker-dealer, the Company is subject to the Securities and Exchange Commission
Uniform Net Capital Rule (rule 15¢3-1), which requires the maintenance of minimum net capital of
$50,000 and the ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 8 to
1 for the first 12 months of operations after commencing business as a broker or dealer, after which
time the ratio of aggregate indebtedness to net capital shall not exceed 15 to 1.

At December 31, 2003, the Company had net capital of $230,344, which was $180,344 in excess of
its required minimum net capital of $50,000. The Company’s net capital ratio at December 31, 2003
was .09 tol.

At December 31, 2002, the Company had net capital of $468,635 which was $418,635 in excess of
its required minimum net capital of $50,000. The Company’s net capital ratio at December 31, 2002
was .01 tol.

11
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PMB Securities Corporation
SCHEDULE 1

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION

December 31, 2003
Net capital
Total stockholder’s equity qualified for net capital $ 362,110
Add:
Other (deductions) or allowable credits -
Actual tax liability on nonallowable assets —_—
Total capital and allowable subordinated habilides : 362,110
Deductions and/or charges
Nonallowable assets:
Prepaids expenses $ 54,229
Deposits 1,672
Property and equipment, net 72,347
Customer and other receivables 3,518 131,766
Net capital before haircuts on securities positions $ 230,344
Haircuts on securities positons
A.  Money market funds -
B.  Undue concentration -
Net capital $ 230,344
Aggregate Indebtedness
Items included in statement of financial condition:
Total liabilites $ 21,000
Less: Non-recourse capital lease obligations -
Tortal aggregate indebtedness $ 21,000

Computation of Basic Net Capital Requirement

Minimum dollar net capital required $ 50,000
Minimum net capital required (ratio 15 to 1) 1,400
Minimum net capital required $ 50,000
Excess net capital $ 180,344
Excess net capital at 1000 percent $ 228,244
Ratio: Aggregate indebtedness to net capital 0.09

There are no material differences between the above computation and the computation included with the Company’s
FOCUS II Form X-17A-5 for the peried ending December 31, 2003.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS ON
INTERNAL CONTROL REQUIRED BY RULE 17a-5
OF THE SECURITIES AND EXCHANGE COMMISSION



Grant Thornton &%

Accountants and Business Advisors

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS ON
- INTERNAL CONTROL REQUIRED BY RULE 17a-5
OF THE SECURITIES AND EXCHANGE COMMISSION

Board of Directors
PMB Securities Corporation

In planning and petforming our audit of the financial statements and supplemental schedule of PMB
Securities Corporation, for the year ended December 31, 2003, we considered its internal control,
including control activities for safeguarding securities, in order to determine our auditing procedures for
the purpose of expressing our opinion on the financial statements and not to provide assurance on
internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company, including tests of such practices and
procedures that we considered relevant to the objectves stated in rule 17a-5(g), in making periodic
computations of aggregate indebtedness and net capital under rule 172-3(2)(11) and for determining
compliance with the exemptive provisions of rule 15¢3-3. Because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities, we did not review
the practices and procedures followed by the Company in any of the following:

1. Making the quarterly securities examinations, counts, verifications, and comparisons,
2. Recordation of differences required by rule 17a-13 or

3. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal controls and
the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs
of controls, and of the practices and procedures referred to in the preceding paragraph, and to assess
whether those practices and procedures can be expected to achieve the SEC’s above-mentioned
objectives. Two of the objectives of internal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized use or disposition, and that transactions
are executed in accordance with management’s authorizaton and recorded properly to permit the
preparation of financial statements in accordance with accounting principles generally accepted in the
United States of America. Rule 172-5(g) lists additional objectives of the practices and procedures listed
in the preceding paragraph.

Suite 300

1000 Wilshire Blvd.

Los Angeles, CA 90017-2464
T 213.627.1717

F 213.624.6793

W www.grantthornton.com




Because of inherent limitations in internal control or the practces and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluaton of them to furure
periods is subject to the risk that they may become inadequate because of changes in conditons or that
the effectiveness of their design and operaton may deteriorate.

Our consideradon of internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operaton of the specific
internal conuol components does not reduce to a relauvely low level the risk that error or fraud in
amounts that would be material in relation to the financial statements being audited mav occur and not
be detected within a timely period by employees in the normal course of performing their assigned
functions. However, we noted no matters involving internal control, including control acuvites for
safeguarding securities, that we consider to be a material weakness as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Secutities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectves in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company’s practices and procedures
were adequate at December 31, 2003, to meet the SEC’s objecuves.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, and other regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange Act of 1934

in their regulation of registered brokers and dealers, and is not intended to be and should not be used
by anyone other than these specified parties.

D T o L

Irvine, California
February 16, 2004
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Report Pursuant to Rule 17a-5(d) and Report of
Independent Certified Public Accountants

PMB SECURITIES CORPORATION
December 31, 2003 and 2002



